LOS ANGELES 


SAR BULLETI 


a 
Wy, 


S BAR Ag; 
SPENMMED 750 
SO SS 
~» ey 


IG 
Ian 


LAW LIBRARY 


NOV 17 1954 


UNIVERSITY OF 
WASHINGTON 


In Chis Issuer 


President's Page . ...... . . . Harold A. Black 33 
Income Taxation of Trusts 

Estate and Income Taxation of Life Insurance and Annuities 

Divorce and Separation, Joint Tenancies 

Capital Gains and Losses 

Miscellaneous Deductions 

Organizations and Reorganizations . 

Corporate Distributions . 


Depreciation 


The articles in this issue are the work of members of 
Committee on Taxation 


November, 1954 











DEERING’S CALIFORNIA CODES ANNOTATED ~~ 
HAVE Eccrethcwg ...Yet LOWEST in Price) 


For over 68 years all California courts have quoted, cited and accepted : 
Deering's Codes as the complete and accurate statutory law of California, @ 


ONLY DEERING’S COORDINATES YOUR PRESENT LIBRARY — 

Exclusive with Deering’s are citations to these important daily working tools 

which coordinate your library and save countless hours of tedious research, | 
California Jurisprudence American Jurisprudence 
Cal. Jur. 2d Am. Jur. Legal Forms 
McKinney's California Digest A.L.R. Annotations 


ONLY DEERING’S OFFERS COMPLETE ANNOTATION SERVICE © 


1. Notes of Decisions — facts and holdings in all reported decisions of © 
California and Federal Courts which either expressly, or by implica 
tion, construe or pass upon the validity of the code sections. 4 

. Complete Legislative History 8. Tables of origin, changes» 
. Code Commissioners’ Notes and disposition of sections 7 
. Cross references . References by copyrighted © 
. Ops of Attorney General “Deering’s Acts” numbers fo | 
. Legal periodical references important uncodified laws 7 
. Administrative Code references (General Laws} 7 


DEERING’S CODES SOON COMPLETED 
46 volumes are already published. The last four codes and General Index > 
are now in preparation and will be available soon. Deering’s is compact * 
---saves costly shelf-space. 


SPECIAL FULL SET PRICE 


A special full set price now in effect on the complete set of Deering's Codes 4 
offers you a substantial saving. Liberal terms also available. Write today © 
for full information. 


x4 


BANCROFT: WHITNEY C0. sow soe str Since 156 


McALLISTER & HYDE STREETS 230 WEST FIRST STREET 
SAN FRANCISCO 1, CALIFORNIA = LOS ANGELES 12, CALIFORNIA 
HEmlock 1-0822 MUtual 5325 

















Los Angeles 


BAR BULLETIN 


Official Monthly Publication of The Los Angeles Bar Association, 241 East Fourth 
Street, Los Angeles 13, California. Entered as second class matter October 15, 
1943, at the Postoffice at Los Angeles, California, under Act of March 3, 

1879. Subscription Price $1.80 a Year; 15c a Copy. 








VOL. 30 NOVEMBER, 1954 No. 2 





= 


The President’s Page 


By Harold A. Black 
President, Los Angeles Bar Association 





The day when a general practitioner 
could afford to be without at least a nod- 
ding acquaintance with the tax laws has 
long since passed. Taxation has so com- 
pletely invaded every commercial trans- 
action that inability to recognize the ex- 
istence of a tax problem disqualifies a 
lawyer who in these times would seek to 
advise a businessman in making almost 
any kind of a deal. 

— Most of us in general practice had ac- 
cumulated by August 16, 1954, a fair amount of familiarity with 
the tax laws and had probably brought ourselves to the point 
where we could claim with some degree of comfort to be generally 
aware of the tax problem lurking in most transactions. If we 
could not cope with it ourselves, we at least usually knew when 
we should consult an expert. You must be singularly obtuse if 
you do not realize by now that the 1954 Internal Revenue Code 
has probably repealed nearly all you knew! It is an appalling 
thought that something over 3,000 changes have been made in 
the tax law in one operation, each one possibly rendering invalid 
the advice you may have given a client! 
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The Law Schools, the State Bar and your own Association have 
all tried to do something about it. By the time this appears in 
print, the excellent Annual Institute of Federal Taxation (de- 
voted entirely to the new code) will have been held at the Uni- 
versity of Southern California School of Law. The October meet- 
ing of our Association, dealing with the same subject, was moved 
back one week to avoid conflict with that Institute and I hope 
you attended both. 

The Continuing Education program of the State Bar, in co- 
operation with our own Association (offering five lectures on 
various aspects of the new code), is still available to you if you 
have not already enrolled. You are urged to support it. 


This issue of the Bulletin is devoted entirely to articles on 
the 1954 Revenue Code, prepared by our Taxation Committee 
under the direction of its Chairman, William Halpern. These articles 
are designed to stress those points which will probably be most 
frequently encountered by the general practitioner. Space limita- 
tion necessarily precludes exhaustive discussion of any subject, or 
any treatment at all of some topics; but it should be of consid- 
erable help to the general practitioner who lacks the time or the 
training necessary for a complete mastery of the subject. We are 
grateful to our Committee for their unselfishness and generosity 
in devoting the time and effort required to make these articles avail- 
able to you. 
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Income Taxation of Trusts and Estates 


The more important changes made by the Internal Revenue 
Code of 1954 in the taxation of the income of estates and trusts 
are designed to (1) eliminate the 65-day and 12-month rules and 
use a throw-back device to prevent tax avoidance; (2) limit the 
taxation of a beneficiary to the taxable net income of the trust, 
employing a concept of distributable net income to accomplish 
this; (3) provide for a deduction to the beneficiary for unused 
loss carry-overs and excess deductions on termination of an estate 
or trust; (4) have income distributed to beneficiaries retain the 
same identity (e. g., capital gain) as it had to the estate or trust, 
and (5) liberalize and codify the Clifford regulations. These 
changes and many others are incorporated in Subchapter J, Secs. 
641 through 683. 

A trust required to distribute income currently is allowed an 
exemption of $300 instead of $100 as under the 1939 Code. The 
exemptions are otherwise unchanged. Sec. 642(b). If an estate 
or trust has an unused net operating loss carry-over, unused capital 
loss carry-over, or deductions in excess of income in the year of 
termination, the beneficiaries receiving distribution may deduct 
such items on their own income tax returns. Sec. 642(h). The 
manner in which such items are to be claimed (for example, as 
part of or in addition to the standard deduction) is not provided 
for in the Code, but may be explained in the Regulations. 


The concept of “distributable net income” is introduced into the 
Code and is defined in Sec. 643 as consisting of taxable net income 
with adjustments being made for (1) distributions to beneficiaries ; 
(2) deduction for personal exemption; (3) certain capital gains ; 
(4) certain extraordinary receipts of cash and stock dividends ; 
(5) tax exempt interest, and (6) dividends excluded from gross 
income by Sec. 116. 


The introduction of the concept of distributable net income 
eliminates problems such as arose in the salvage situation in 
Johnston v. Helvering, 141 F. 2d 208, and the stock dividend 
situation in McCullough v. Commissioner, 153 F. 2d 345. Under 
the new Code, beneficiaries will not be taxable on amounts received 
in excess of distributable net income. It also insures that deduc- 
tions which might under state law be chargeable against corpus 
will not be wasted in the hands of the trustee. 
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The taxation of simple trusts (those which must distribute in- 
come currently) is covered in Secs. 651 and 652. These sections 
do not apply to estates. Simple trusts are allowed a deduction for 
the amount of income currently distributed or distributable, and the 
beneficiaries are taxable on such amounts. Income taxable to a bene- 
ficiary retains the same character as it had in the hands of the 
estate or trust. 


Taxation of complex trusts (those which may accumulate in- 
come or which distribute corpus) and of all estates is provided for 
in Secs. 661, 662, and 663. Such trusts and estates are allowed a 
deduction for amounts distributed out of income for the taxable 
year and other amounts distributed but not more than distributable 
net income. The beneficiaries are taxable on the amounts allowed 
as a deduction to the estate or trust, and the distributions retain the 
same character as they had to the estate or trust. However, the 
amount allowable as a deduction to the trust or estate and taxable 
to the beneficiary does not include gifts or bequests payable all at 
once or in not more than three installments. If a gift or bequest 
can be paid only from income, it is treated as a distribution of 
income. Sec. 663(a). The former 65-day rule is retained for cer- 
tain trusts at the election of the fiduciary. Sec. 663(b). Income 
including capital gains of a trust or estate in the year of final dis- 
tribution will be taxable to the beneficiaries. This is an adoption 
of the rule of the Carlisle case (165 F. 2d 645). 


When a trust has accumulated income during the preceding five 
years, amounts distributed in the taxable year in excess of distrib- 
utable net income for that year may result in taxable income to 
beneficiaries under a new 5-year throw-back rule. Secs. 665 through 
668. This rule replaces the former 65-day and 12-month rules. 
The rule applies only to trusts and not to estates. The amount of 
tax to which the beneficiary is subject is limited to the lower of 
that payable on the basis of the excess distribution in the year such 
distribution is received or the tax which would have been payable 
if the accumulated amounts had been distributed successively in 
each of the preceding five years to the extent of undistributed net 
income in those years. The taxes paid by the trust are allowed as 
a credit against taxes due by the beneficiary. Secs. 666 and 668. 


It will be considered that there is no excess distribution unless 
the amount concerned is in excess of $2,000 (but if the amount 
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is over $2,000, the entire amount is taxable). In addition, payments 
of (1) income accumulated before the beneficiary attains the age 
of 21, (2) amounts necessary to meet emergency needs of the bene- 
ficiary, (3) final distributions of the trust if made more than nine 
years after the date of the last transfer to the trust, and (4) cer- 
tain periodic distributions under trusts existing on January 1, 1954, 
will not be considered as excess distributions. Sec. 665(b). The 
undistributed net income of a trust includes taxes which have been 
paid by the trust. Sec. 665(a). The throw-back provisions are not 
applicable to any taxable year beginning before December 31, 1953. 


The Clifford regulations with some changes have been incor- 
porated into the Code as Secs. 671 through 678. Sec. 671 provides 
that income of a trust shall not be included in the income of a 
grantor or other person under Sec. 61, which corresponds to Sec. 
22(a) of the 1939 Code, solely on the grounds of the dominion 
and control of such person over the trust. Accordingly, the taxa- 
tion of Clifford-type trusts will be governed only by the provisions 


of Secs. 671 through 678. 


If the corpus of a trust will not revert to the grantor until after 
ten years, the income will not be taxable to the grantor solely by 
reason of such reversion. Sec. 673. Under the Clifford Regulations, 
such reversionary interest resulted in income being taxable to the 
grantor in some cases if the reversion could occur within fifteen 
years. Where the power to control beneficial enjoyment is vested 
in an independent trustee, Sec. 674(c) provides a more liberal 
rule than the Clifford Regulations. 


Sec. 678 adopts and extends the rule of Richardson v. Commis- 
sioner, 121 F. 2d 1, and Mallinckrodt v. Nunan, 146 F. 2d 1. This 
section applies to the so-called “grandfather trusts,” where the 
grantor names his son as trustee with power to distribute income 
for the benefit of the- grandchildren. Under Sec. 678(c), to the 
extent that the income is applied to the support and maintenance of 
the grandchildren, the trustee is taxable. This rule would apply to 
both inter vivos and testamentary trusts. The holder of the power 
can renounce it within a reasonable time after he becomes aware 
of its existence and avoid the application of the rule. 
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Under the former regulations, the income of a trust was tax- 
able to the grantor if the grantor borrowed corpus or income and 
had not completely repaid the loan before the beginning of the 
taxable year. Sec. 675(3) provides that if such a loan is made for 
adequate interest and with adequate security by an independent 
trustee, the income of the trust will not because of such loan be 
taxable to the grantor. 

The provisions relating to taxation of estates and trusts apply 
only to taxable years beginning after December 31, 1953, and 
ending after August 16, 1954. However, with respect to amounts 
distributed during the first 65 days of the first taxable year of an 
estate or trust to which the new Code would be applicable, if such 
distributions would, under the 1939 Code, be treated as distributed 
on the last day of the preceding taxable year, such distributions 
are to be treated under the 1939 Code. Sec. 683. This latter pro- 
vision will apply only to existing trusts for which the preceding 
taxable year is subject to the 1939 Code, and the limitation is 
intended to prevent such distributions from escaping taxation. 
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Estate and Income Taxation of 
Life Insurance and Annuities 


“Payment of Premium Test” for Estate Taxation of 
Life Insurance Has Been Eliminated 


Formerly, insurance proceeds received by beneficiaries other 
than the insured’s estate were subject to estate tax if the insured 
possessed, at death, incidents of ownership, or had paid premiums 
directly or indirectly. Under the new law, if the insured has no 
incidents of ownership at the time of his death, the fact that he has 
paid premiums is immaterial, assuming, of course, that he has not 
transferred the policy in contemplation of death. A reversionary 
interest, the value of which exceeds 5 per cent of the value of the 
policy immediately before the death of the insured, is an incident 
of ownership. A great deal of confusion exists at the moment as 
to what constitutes a reversionary interest under a life insurance 
policy which has been assigned by the insured. Sec. 2042(2). 
Effective as to decedents dying after August 16, 1954. 

Income Taxation of Proceeds Paid on Death to Certain 
Transferees of Policy Now Exempt 

Formerly, the difference between cost and proceeds of a life 
insurance policy paid on death to one to whom the policy had been 
transferred for a valuable consideration was taxable, unless the 
transferee’s cost basis was dependent in whole or in part on the 
transferor’s cost basis. Under the new law, there is, in addition, 
an exemption of such proceeds from taxation if the transferee is 
the insured, a partner of the insured, a corporation in which the 
insured is a shareholder or an officer. Sec. 101(a)(2). Effective 
as to decedents dying after August 16, 1954. 


“Interest Element” in Life Insurance Installment Payments 
Now Subject to Income Tax 

Formerly, all amounts received by a beneficiary of a life insur- 
ance policy under installment options were exempt from income 
tax. The new law taxes the interest element in installment payments 
made after death. This is accomplished by allowing the beneficiary 
to exclude from annual income a proportionate amount of the in- 
stallment received, leaving the remainder taxable. The amount of 
the annual exclusion is arrived at by dividing the face amount of 
the policy by the number of years during which installments are 
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payable. Sec. 101(d). Effective as to decedents dying after Aug- 
ust 16, 1954. 
Example: B, the sister of the insured, is the beneficiary 
of a $10,000.00 life insurance policy, the proceeds of 
which are to be paid to her over five years. She is to 
receive $2,200.00 a year, making a total amount which she 
will receive of $11,000.00. She is entitled to exclude 
$2,000.00 per year from her taxable income, leaving 
$200.00 per year subject to tax. 

A surviving spouse is entitled to an additional exclusion an- 
nually of $1,000.00 of the interest element payable under install- 
ment options. Depending upon the total amount of insurance pay- 
able to the spouse from the insured, this can result in the exclusion 
of all of the interested element. Sec. 101(d). Effective as to dece- 
dents dying after August 16, 1954. 

Example: If, in the previous example, B was the wife 
of the insured, she would be entitled to exclude all of the 
payments received each year, since the annual interest 
element amounts to less than $1,000.00, but, if the total 
insurance on the insured had a face value of $75,000.00 
and paid her $16,500.00 per year, or a total of $82,500.00 
over five years, she would be required to pay a tax upon 
$500.00 per year ($16,500.00 minus $15,000.00 minus 
$1,000.00=$500.00). 

Uniform Income Tax Treatment of Amounts Received During 

Life of Owner Under Endowment, Life Insurance, 

or Annuity Contracts 

In this field, there are three principal changes : 

1. Under the old law, the difference between premiums paid 
and the amount payable at maturity or endowment under an endow- 
ment contract was included in gross income at maturity or endow- 
ment, and was, therefore, all taxable in the year of such maturity 
or endowment. Under the new law, this difference may, at the 
option of the taxpayer, be taxed at no greater amount than if it 
had been received in equal installments in the three years ending 
with the date of maturity or endowment. Sec. 72(e) (3). 

2. Under the old law, the owner of an endowment contract 
could avoid taxation of the difference between premiums paid and 
value at maturity or endowment only by selecting an installment 
method of payment prior to maturity or endowment, in which event 
taxation of the gain could be spread out. Under the new law, such 
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an owner has sixty days after maturity within which to elect to 
take an annuity payable in installments. Sec. 72(h). In the event 
oi such election, the new rules for taxing annuities apply. 

3. The new rules for taxing annuities can be illustrated as 
follows: 

(a) If the above owner elects a method of payment dependent 
upon his life expectancy, he is entitled to exclude from gross in- 
come annually the amount of the premiums paid, divided by the 
number of years of life expectancy. Sec. 72(b), (c). The exclusion 
continues even though the owner outlives his life expectancy. 

(b) If such an owner selects an installment payment over a 
fixed period of years, he is, under the new law, allowed to exclude 
from his annual income over the period during which he receives 
payment the amount of premiums paid, divided by the fixed period 
of time over which he is to receive payments. Sec. 72(b), (c). 

Example: A owns an endowment contract which en- 
dows in 1955. He has paid $18,000.00 in premiums, and 
the value at the date of endowment will be $20,000.00. 
If he elects to take this in a lump sum, he has the option 
of paying the tax upon the difference of $2,000.00 at no 
greater amount than if he had received it in equal pay- 
ments over 1953, 1954, and 1955. If, within sixty days 
after the endowment date he elects to receive installment 
payments under a method dependent upon his life ex- 
pectancy, and his life expectancy is twenty years, he is 
entitled to exclude from gross income $900.00 of each 
annual payment received ($18,000 divided by 20). If the 
annual payments are $1,200.00, he would be taxed on 
$300.00 for so long as he lived. If, on the other hand, he 
elects an installment payment plan over a fixed period of 
ten years, he is entitled to exclude from gross income 
$1,800.00 of each annual payment received. If the pay- 
ments are $2,200.00, he would be taxed on $400.00 per 
year. 

These changes in taxation of annuity payments are effective as 
to all amounts received on or after January 1, 1954. Sec. 7851. As 
to an annuity, life insurance, or endowment contract which ma- 
tured prior to January 1, 1954, the cost used to determine the 
amount to be excluded from income will generally be the consid- 
eration paid, less the amounts recovered tax-free under the old 
law prior to January 1, 1954. 
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New Provisions and Comments 
Divorce and Separation 


(a) Income Tax — Under Section 71 all periodic alimony or 
separate maintenance payments received under a written separation 
agreement executed after August 16, 1954, are taxable to the re- 
cipient, if the parties are living apart and do not file a joint return. 
Section 215 permits a corresponding deduction by the payor. Also 
under Section 71, a spouse separated from the other, regardless of 
whether such separation is pursuant to a court decree, is taxable 
on all periodic payments received after August 16, 1954, under a 
court decree which was entered after March 1, 1954. Of course, 
this provision does not apply if the parties file a joint return. The 
balance of the provisions of Section 71 are substantially the same 
as were contained in Section 22(k) of the 1939 Code. 


(b) Estate Tax — The provision, Section 2043(b), to the effect 
that for estate tax purposes relinquishment of any marital right is 
not to be considered to any extent consideration “in money or 
money’s worth” is substantially the same as was found in Section 
812(b) of the 1939 Code. 

(c) Gift Tax — Effective during the calendar year 1955 and 
later, certain transfers made pursuant to a written agreement be- 
tween spouses, if they are divorced within two years after the date 
of such agreement, are deemed to be transfers made for a full and 
adequate consideration in money or money’s worth. Thus, Section 
2516 of the Code substantially eliminates the possibility of a gift 
tax being assessed and modifies the leading case authority, Harris 
v. Commissioner, 340 U.S. 106, 71 S. Ct. 181 (1950). 


Joint Tenancies 


(a) Income Tax — The purpose of Section 1014(b) (9) of the 
Code presumably was to eliminate the possible income tax disad- 
vantage of holding property in joint tenancy by providing that the 
basis of the surviving joint tenant should be the value as of the 
date of death. Prior to this change the property did not receive a 
new cost basis upon the death of a joint tenant but carried its 
original basis. However, the language of the section indicates that 
the desired result will be applicable only to that portion of the joint 
tenancy property which was contributed by the decedent and is 
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therefore includible in his gross estate. This section is effective as 
to property acquired from decedents dying after December 31, 1953, 


(b) Estate Tax — Section 2040 continues the economic contri- 
bution theory as set forth in Section 81l(e) of the 1939 Code, 
and therefore this provision is substantially unchanged. 


(c) Gift Tax —- For the calendar year 1955 and later the crea- 
tion of a joint tenancy by one spouse alone with the other or by 
both spouses with each other is not deemed a gift unless the donor 
elects to treat such creation as a gift. Section 2515 further provides 
that if no such election is made and the tenancy is terminated 
other than by the death of a spouse, such termination is deemed to 
result in a gift by one spouse to the extent that the proportion of 
the total consideration furnished by such spouse multiplied by the 
proceeds of such termination exceeds the value of such proceeds 
received by him. The election to have the creation of the joint 
tenancy treated as a gift must be made on a gift tax return filed 
for the year in which the tenancy is created, without regard to the 


value of the property involved. 
















You Can Rely on Our ; 
ESTATE SPECIALISTS 


When you put in a call to one 
of our estate specialists you 
set in motion a smooth proce- 
dure that efficiently and 
quickly brings under control 
problems of estate settlement, 
collections, or related matters. 

Many lawyers recommend 
California Trust Company. 
You can do so with confidence. 


CALIFORNIA TRUST COMPANY 
(OWNED BY CALIFORNIA BANK) 
Michigan 0111 * 629 South Spring Street 
Trust Service Exclusively 


























NoveMBER, 1954 


Capital Gains and Losses 


Exclusion of Certain Receivables from Definition of Capital 
Assets. Sec. 1221(4). Receivables acquired in the ordinary course 
of business for services rendered or from sale of stock in trade 
are not capital assets. 

Holding Period on Tax-Free Exchanges. Sec. 1223(1). The 
holding period of property transferred in a tax-free exchange can 
be tacked to the property received only if the transferred property 
was a capital asset or was held for more than six months and used 
in the business. 

Bonds and Other Evidences of Indebtedness. Sec. 1232. If cor- 
porate bonds, etc., issued after December 31, 1954, are a capital 
asset, sale thereof (including retirement) results in capital gain 
or loss, whether or not in registered form or with interest coupons 
attached. However, as to bonds originally issued at a discount, 
a proportionate part of the original issue discount (depending upon 
how long the taxpayer held the bond) constitutes ordinary income. 

Gain resulting from a sale of bonds purchased with an excess 
amount of interest coupons detached is ordinary income to the 
extent that the market price with the coupons (at the purchase 
date) exceeded the taxpayer’s actual purchase price. 


Options to Buy or Sell. Sec. 1234. Gain or loss on sale or ex- 
change, or loss on failure to exercise an option, is capital gain 
or loss to the optionee only if the property subject to the option 
is, or would be, a capital asset in his hands. The optionor’s gain 
upon the optionee’s failure to exercise an option is ordinary 
income. 

Sale of Patents. Sec. 1235. An individual “holder” may receive 
capital gain on sale of a patent regardless of his “professional’’ 
status, holding period, or the method of payment. A holder in- 
cludes the creator, and also some purchasers, but not an employer 
or relative of the creator. Sec. 1235 applies to payments received 
in years beginning after 1953, and ending after August 16, 1954. 
Sales between relatives are disqualified. 

Real Property Subdivided for Sale. Sec. 1237. An unincorpo- 
rated taxpayer will not be considered a dealer as to a tract other- 
wise held for investment, merely because of his subdivision activ- 
ity if (1) the tract was not previously held for sale to customers 
and no other real property is so held, (2) he, or members of his 
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family, etc., has made no substantial improvements to the tract 
(except certain permitted improvements), and (3) he has owned 
the tract five years (unless inherited). If the conditions are met, 
the first five lots or parcels sold can receive full capital gain treat- 
ment. Sales during or after the year the sixth lot is sold result in 
ordinary income up to 5% of the selling price. Selling expenses 
are first used to offset ordinary income. 

A tract includes contiguous pieces of property. If no further 
sales are made from a tract for five years, the counting of the first 
five sales begins anew. 

Sec. 1237 applies to all sales made after December 31, 1953, 
but sales made in the five prior years are counted in determining 
the number of sales. 


Cancellation of Lease or Distributor’s Agreement. Sec. 1241. 
Amounts received by a lessee or by a distributor who has a sub- 
stantial capital investment in the distributorship, in cancellation 
of the lease or distributor’s agreement, are considered as received 
from a sale thereof, which can result in capital gain. 
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Miscellaneous Deductions 


Dependents. Secs. 151, 1952. Under the old law, a dependent 
was defined as a person who had gross income of less than $600, 
received more than one-half of his support from the taxpayer, 
and was related to the taxpayer within certain specified degrees 
of relationship. 


The new law continues the $600 gross income test but with 
the following exception. A child of the taxpayer who is either 
under 19 or a full time student can have over $600 of gross in- 
come and still qualify as a dependent, provided that the taxpayer 
furnishes more than one-half of his support. In this situation, 
they both get the $600 exemption. Apparently, the child files his 
own return and takes a $600 exemption for himself and the parent 
also gets a $600 exemption for the child. 


To be a “student” within the meaning of this section, the child 
must be in full time attendance at a regular school or college (not 
correspondence and probably not night school) during at least 
5 calendar months of the parent’s taxable year. 


With respect to the relationship test, the old rules are continued 
without change and several new classes are added. 


Any person, regardless of relationship, can be a dependent if he 
is a member of the taxpayer’s household and the taxpayer’s home 
is his principal place of abode for the year. Of course, the under- 
$600-of-gross-income and more-than-one-half-of-support tests 
shall have to be met. 


Thus a person could be a complete stranger from the stand- 
point of blood or legal relationship and still qualify as a depend- 
ent under this new rule. Note that the non-relative must actually 
be a member of the taxpayer’s household and live in his home to 
qualify as a dependent. This is not so with respect to the specified 
close relatives, who can be dependent even though living away 
from taxpayer’s residence. 

The new law gives relief in the situation where several tax- 
payers contribute, between them, more than one-half the support 
of a qualified dependent, but no one of whom contributes more 
than one-half of such support. 


Under the old law, no one could get the exemption. The new 
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law permits the parties to agree that one of them can take the 
exemption, provided the following tests are met: 

1. Between them, they must contribute more than one-half of 
the support of a person otherwise qualified as a dependent. 


2. The one claiming the exemption must contribute more than 
10% of the support. 


3. The others who contributed more than 10% must file written 
statements that they will not claim the same dependent that year. 


Research and Experimental Expenditures. Sec. 174. Taxpayers 
are now given an election to treat business research and experi- 
mental expenditures as expenses deductible in the year paid or 
incurred. 

If not so deducted, the expenditures must be capitalized. If they 
result in property having a determinable useful life they must be 
depreciated over such life. If there is no determinable useful life, 
they are treated as deferred expenses, amortizable over a period of 
at least 60 months, beginning with the month in which the tax- 
payer first realizes benefits from such expenditures. 


Soil and Water Conservation Expenditures. Sec. 175. Formerly, 
certain soil and water conservation expenditures had to be capi- 
(alized as land improvements. Since land is not depreciable, there 
is no way to recover these expenditures until the land was sold. 


Sec. 175 now gives farmers an option to deduct expenditures 
for soil and water conservation and prevention of erosion, such 
as leveling, grading, terracing, contour furrowing, drainage ditches, 
eradication of brush, and windbreaks. 


Limitations on the use of this deduction are: 

1. It applies only to owners of farm land and their tenants. 

2. It applies only to expenditures on land previously or con- 
currently in use for farming. It does not apply to land being 
prepared for later use. 

3. It does not apply to expenditures which would otherwise be 
deductible under some other section of the law, as, for example, 
payroll taxes. 

4. It does not apply to the acquisition of structures, appliances, 
or facilities which are subject to the allowance for depreciation. 

5. It is limited to 25% of the gross income from farming during 
the taxable year. Any excess may be carried over and deducted in 
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future years, subject to the same 25% limitation. Such excesses 
can be carried forward indefinitely, until used. 


Medical and Dental Expenses. Sec. 213. For taxpayers under 
65, the portion of medical expenses not deductible (the lower 
limit) has been cut from 5% of adjusted gross income to 3% of 
adjusted gross income. 


The upper limits have been doubled, now being $2,500 per ex- 
emption (except for the exemptions for blindness and old age) 
with a maximum deduction of $5,000 on a single return and 
$10,000 on a joint return or head of household return. 


There is a new limitation on the deductibility of drugs and 
medicines. They are includible in the terms “medical expense” 
only to the extent they exceed 1% of adjusted gross income. 
Thus, for example if a taxpayer under 65 had an adjusted gross 
income of $10,000 and spent $600 for drugs and medicines (and 
had no other medical expenses) he could deduct only $200. $100 
would be thrown out under the 1% exclusion and another $300 
under the 3% exclusion, leaving $200 deductible. If he were over 
65, he could deduct $500, the 1% exclusion still applying but not 
the 3%. 

Medical expense is now defined to specifically include trans- 
portation expense primarily for and essential to medical care. For 
example, assume that a doctor directs a patient to go to Rochester 
for diagnosis. Transportation expense would include the cost of 
the train, plane, or bus fare, but not the cost of meals and lodging 
enroute. 

Since medical expenses cannot be accrued and are only deduct- 
ible by the taxpayer who incurred them, there has been a loss 
of deductions under prior law where a taxpayer died leaving med- 
ical bills unpaid. The new law permits the deduction of medical 
expenses of a decedent in the year incurred, that is, on the final 
return or an earlier one if still open, if these expenses are paid out 
of his estate within one year after death, and are not taken as a 
deduction on the estate tax return. 

Expenses for Child Care. Sec. 214. Working wives and widow- 
ers are now allowed a deduction of up to $600 per year paid for 
the care of certain dependents. Only the amount actually paid 
can be deducted. 

The dependents covered are children or stepchildren up to the 
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time they are 12, or other dependents, including even non-relatives 
if they qualify as dependents, who are physically or mentally in- 
capable of caring for themselves. 

The care must be necessary to permit the taxpayer to be gain- 
fully employed, including self-employment. 

The deduction is available only to women and widowers. How- 
ever, the term “widower” includes a man legally separated or 
divorced. 

A further limitation on this deduction is that a working wife 
is required to file a joint return with her husband, and if the 
combined gross income exceeds $4,500, the excess reduces the 
child care deduction. Thus, if the couple have a combined gross 
income of $4,700, the maximum deduction would be $400. If their 
combined gross income is $5,100 or more, they get no deduction. 


Effective Dates. All of the provisions discussed above with re- 
spect to deductions are effective for years beginning on or after 
January 1, 1954. 
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Organizations and Reorganizations 

A. Effective Date: In general, the new Code applies to plans 
adopted on or after June 22, 1954. (Sec. 393(a). 

B. Organizations 

(1) Where the conditions of Sec. 351 are met, there results a 
mandatory non-recognition of gain or loss on the formation of a 
controlled corporation, as under the old Code. 

(2) The framework of Sec. 351 is the same as the old Sec. 
112(b)(5). Thus, no gain or loss is recognized where one or more 
persons transfer property to a corporation in exchange for its 
stock where immediately after the exchange such transferors are in 
control of the corporation. However, certain important changes 
have been made as follows: (a) There is now no requirement 
that the allocation of the stock among the transferors be in pro- 
portion to their former ownership of the property transferred. 
Thus, if A and B each own property worth $5000, and they 
transfer such property to a corporation for stock, and A gets 60% 
of the stock and B 40%, the incorporation itself would be tax-free 
under the new law, but not under the old. It is not even necessary 
that each of the transferors receive some stock (Sec. 351(d) (3) 
and (4); Senate Committee Report, page 264), the general plan 
being that all transferors are to be considered as having received 
stock in proportion to their contribution and as having created any 
disproportion only after the exchange, either by means of gifts or 
compensation to the particular transferor receiving more than his 
proportionate share of the stock. It is thus necessary to beware of 
receipt of gifts or compensation upon disproportionate transfers 
under the new Code. (b) Stock issued for services e.g., to a pro- 
moter, is not to be considered as issued for property. Sec. 351(a). 
There was room for doubt on this subject under the old Code. 
The promoter will thus be taxed on the receipt of the stock, even 
though other transferors may not be. 

(3) Where property is exchanged in an otherwise tax-free 
transaction, but the liabilities, whether assumed by the new corpora- 
tion or not, exceed the adjusted basis of the property in the hands 
of the transferors, the excess will constitute capital gain or ordi- 
nary income depending on the type of asset transferred (Sec. 
357(c)). This new law has no counterpart in the old Code. 


(4) Discount bonds, which have been widely used in capitalizing 
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corporations, have been subjected to new controls through Sec. 
1232, effective generally as to issues after December 31, 1954, but 
covering certain issuances occurring prior to that date. 

C. Reorganizations 

(1) The reorganization sections of the new Code, like those of 

the old Code, are complex in application, and it is impossible to 
describe all the changes which have been made within the space 
allotted. Reorganizations are defined in Sec. 368(a). and include 
the same six types as were in the old Sec. 112(g) (1) with certain 
changes, among the most important of which are: 

(a) Stock for stock reorganizations: Sec. 368(a) (1) (B) 
Corporation A purchased 30% of stock of corporation B for 
cash in 1939. In October, 1954, A acquires additional 60% 
of B’s stock in exchange for its own. No gain or loss is 
recognized under the new law. Furthermore, the new law 
no longer requires that the acquisition be solely for voting 
stock and not for cash. A limited amount of cash is now 
permitted. 

(b) Stock for property reorganizations: Sec. 368(a) (1) (C) 
Corporation C owns all the stock of corporation D. All as- 
sets of corporation E are transferred to D solely for voting 
stock of C. This is tax-free under the new law (Senate Com- 
mittee Report, page 273), whereas under the old law it was 
taxable since assets could not be transferred direct to a sub- 
sidiary. As in stock for stock reorganizations, under the new 
law, a limited amount of cash may be used without disquali- 
fying the transaction. 

(c) Exchanges of stock or securities: Sec. 354 
The exchange of stock or securities for other stock or se- 
curities in a reorganization is tax-free, as under Sec. 112(b) 
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(3) of the old Code. However, under the new law where the 
face amount of the securities (debentures, bonds, etc.) re- 
ceived exceeds the face amount of those surrendered, gain 
is realized to the extent of the fair market value of the 
excess (Sec. 356). Thus, corporation H has $1000 of com- 
mon stock and $1000 of debentures outstanding. Corpora- 
tion J offers to exchange its common for H’s common on a 
one and one-half for one share basis and offers to give $500 
of its bonds for H’s debentures. If the fair market value 
of all of the securities corersponds to their face value, J has 
realized gain of $500. 

LOSS OF EXEMPTION ON CORPORATE SPLIT-UPS: 

Sec. 1551 

Where a corporation splits up after January 1, 1951, and trans- 
fers property to an inactive corporation or to a corporation created 
for the transfer, under the conditions stated in Sec. 1551, no 
$25,000 surtax exemption and no $60,000 accumulated earnings 
credit (see Sec. 535) will be allowed the transferee corporation 
unless it establishes by the “clear preponderance of the evidence” 
that the securing of such exemption or credit was not a major pur- 
pose. In this respect, the new Code is the same as Sec. 15(c) of 
the old Code, except that it is extended indefinitely and covers the 
accumulated earnings credit in addition to the surtax exemption. 

LOSS CORPORATIONS: Secs. 269 and 382 

Sec. 269 corresponds to Sec. 129 of the old Code and disallows 
credits and deductions of a loss corporation which is acquired for 
the purpose of reducing taxes. However, under the new law, ef- 
fective March 1, 1954, a prima facie case is made out for the Com- 
missioner where the price of the loss corporation is substantially 
less than the sum of the basis of the loss corporation’s property and 
any other tax benefits (such as carry-overs), (Sec. 269 does not 
appear to bar acquisitions by the loss corporation, any more than 
did its predecessor, Sec. 129). 

Sec. 382 is brand new and states that where a group, as par- 
ticularly defined by that section, owns at least 50 percentage points 
more stock in a corporation at the end of a year than it owned 
at the beginning, and where that increase is due to a purchase or 
redemption of stock and is coupled with a change in the business 
of the corporation, all net operating loss carry-overs will be elimi- 
nated. This is an important section aimed at discouraging acqui- 
sitions of loss corporations, and requires very close reading. 
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Corporate Distributions 


The new Code applies to distributions made on or after June 
22, 1954. 

Dividends in Kind—Sec. 301. Tax effects to the recipient now 
vary according to whether or not the recipient is a corporation. 
If not a corporation, the amount of the distribution is the value of 
the property distributed. If a corporation, the amount is the lesser 
of (a) value of the property or (b) adjusted basis of the property 
to the distributing corporation plus gain recognized to the distribut- 
ing corporation by reason of the distribution. The value of the 
distribution is reduced by liabilities assumed by the recipient or 
which encumber the distributed property. 


Stock Dividends—Sec. 30.5 Stock dividends can now be tax 
free, without maintaining pre-existing proportionate interests 
among stockholders. However, stock dividends are taxable as being 
in lieu of money if made in discharge of certain preference divi- 
dends or if (as under old law) shareholders can elect to receive the 
dividend in property instead of stock. 

Stock Redemptions—Sec. 302. Under the new Code, only certain 
redemptions are treated as payments in exchange for the stock (so 
as to qualify for capital gain rates) All others are regarded as ordi- 
nary dividends if made out of earnings and profits. The favored re- 
demptions are as follows: 

1. Redemptions not essentially equivalent to-a dividend. A 
question of fact is involved here as under the old code. 

2. Redemptions which are substantially disproportionate among 
the shareholders. To be substantially disproportionate, the redemp- 
tion must reduce the shareholder’s interest in all voting stock and 
in all common stock to less than 80 per cent of his prior interest. 
Moreover, after the redemption the shareholder must own less 
than 50 per cent of the voting stock. 

3. Redemption of all the stock of a shareholder so as to termi- 
nate his stock interest in the corporation. 


Constructive Ownership of Shares—Sec. 318. The rules are 
made applicable to the redemption provisions, but are relaxed 
somewhat where the redemption terminates a shareholder’s inter- 
est. Sec. 302(c) (2). 
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Redemption to Pay Death Taxes—Sec. 303. The new Code has 
liberalized this provision. It now permits redemptions to cover 
deductible funeral and administration expenses. Also, while the 
statute continues to apply where the stock comprises more than 
35 per cent of the gross estate, the new Code says it will also apply 
where the stock amounts to more than 50 per cent of the taxable 
(net) estate. For the purpose of the 35 or 50 per cent tests, stock 
of two or more corporations is treated as stock of one corporation 
if more than 75 per cent in value of each corporation is included 
in the gross estate or was held as community property. Finally, if 
a decedent’s stock qualified under this redemption provision but 
was replaced with new stock having a substituted basis, the Code 
now extends the provision to the new stock. 


Redemption Through Related Corporations—Sec. 304. If a re- 
demption would be regarded as a dividend:if made by a parent 
corporation to its stockholder, the same result will follow if the 
stock is instead surrendered to a subsidiary. This provision of the 
old Code is continued, and the new Code further provides for a 
similar result where stock is surrendered to a corporation under 
common control. Special rules are provided regarding necessary 
corporate control and constructive ownership of stock. 


Tax on “Bail Out” or “Section 306 Stock”—Sec. 306. This is 
a new provision designed to prevent removal of corporate profits 
at capital gain rates through the use of stock dividends or rights. 
It applies to stock which was received as a stock dividend, other 
than common on common, any part of which was not taxable upon 
receipt under the rule exempting stock dividends. It also applies to 
stock received in a corporate reorganization or separation where 
the effect of the transaction was substantially the same as a receipt 
of a stock dividend. Where there is to be a disposition of Sec. 306 
stock, whether by sale, exchange, or redemption, the new Sec. 
306 should be studied. 

Taxability of Corporation on Distribution—Sec. 311. A new 
provision states that no gain or loss shall be recognized to a cor- 
poration on the distribution (other than in liquidation) of its stock 
or property except: 

1. LIFO Inventories. Where the Last-In, First-Out inventory 
method is used, distribution of such inventories produces income 
to the extent the LIFO inventory amount is exceeded by the in- 
ventory determined under a method other than LIFO. 
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2. Liability in excess of basis. Gain is realized upon distribution 
of property to the extent the corporation’s adjusted basis therefor 
is exceeded by a liability encumbering the property. If the share- 
holder does not assume the liability (7. e., merely takes subject 
thereto) the amount of the gain cannot exceed the excess of the 
value of the property over the corporation’s adjusted basis. 


Effect of Distributions on Earnings & Profits—Sec. 312. Earn- 
ings and profits are decreased by the amount of money distributed, 
the principal amount of the corporation’s obligations distributed, 
and the adjusted basis of other property distributed. If value ex- 
ceeds basis for distributed inventory assets or unrealized receiv- 
ables or fees not previously included in income, earnings and 
profits are increased by the excess. This generates enough earn- 
ings and profits to tax the full value to the distributee without 
creating a deficit in earnings and profits. Adjustments also are 
provided for a liability assumed by the distributee or attached to 
the property, and for any gain on distribution of a LIFO inventory 
or of property having a liability in excess of basis. 

Corporate Liquidations—Secs. 331, et seq. As under the old 
Code liquidating distributions are entitled to capital gain treatment. 
There is, however, a new statutory definition of a partial liquida- 
tion. Sec. 346. If it is met, there is no further danger of the distri- 
bution being regarded as a redemption under Sec. 302 even if it 
also qualifies under the redemption provisions. Thus, the restric- 
tions applicable to redemptions do not apply, such as the bar to 
reacquiring stock in certain situations. To be a distribution in par- 
tial liquidation, it must be either (a) one in a series covering all 
the stock pursuant to a plan or (b) one covering only part of the 
stock if not essentially equivalent to a dividend, if made pursuant 
to a plan, and if made within the year the plan is adopted or the 


‘succeeding year. Certain distributions incident to contraction of the 


corporation’s business are also within the definition of a partial 
liquidation. 

Liquidation of Subsidiary—Sec. 332. There is no longer a freez- 
ing of the subsidiary’s stock held by the parent between the adop- 
tion of the plan of liquidation and receipt of the property. Also 
there is now no gain realized by the subsidiary if it pays a debt to 
the parent with property having a value in excess of basis. 

New basis rules are now provided in cases where at least 80 
per cent of the stock of a subsidiary has been acquired by purchase 
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or other taxable transaction within a 12-month period and liquida- 
tion follows within a two-year period. The parent’s basis for prop- 
erty received in such liquidation is the same as its basis for the 
stock. 

Sales by Corporation Incident to Liquidation—Sec. 337. The 
new Code eliminates much of the old problem of whether property 
was “sold” at a gain by the corporation before the distribution in 
liquidation or whether the sale was by the stockholders thereafter. 
If all of a corporation’s assets are distributed in complete liquida- 
tion within 12 months after adopting the plan, no gain or loss will 
be recognized to the corporation from the sale or exchange of its 
property within the 12-month period. Special treatment applies to 
certain inventories and installment obligations. Collapsible corpora- 
tions, one-month liquidations, and certain subsidiary liquidations 
are not covered. These new provisions can apply at the corpora- 
tion’s election where liquidation was started before June 22, 1954, 
if all assets are distributed before January 1, 1955. Sec. 392(b) (1). 


One-Month Liquidations—Sec. 333. The old tax-free provisions, 
which were temporary only, have now become permanent. 





Collapsible Cor porations—Sec. 341. The old law has been tight- 
ened by adding a presumption that a corporation is collapsible if 
the value of its “section 341 assets” (e. g., inventories, unrealized 
receivables) is at least 120 per cent of their basis and at least 50 
per cent of the value of all its assets, with stated exceptions. Also, 
a stockholder can be immune from the provisions if he holds 5 per 
cent or less of the stock. Under the old law he could hold 10 per 
cent. 

Unreasonable Accumulation of Surplus—Secs. 531-537 (for- 
merly Sec. 102). The new Code eases this penalty tax as follows: 


1. As previously, accumulation of earnings and profits beyond 
reasonable needs of the business is evidence of the proscribed 
accumulation. By statute now, however, it is said that reasonable 
needs of the business “includes the reasonably anticipated needs 
of the business.” This overcomes the former tendency of the gov- 
ernment to require an immediate need for the accumulation. 

2. Amounts subject to tax are now computed differently. 
Changes made largely favor taxpayers. Among them is an allow- 
ance for dividends paid within 3 months and 15 days from the 
close of the taxable year. 
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3. A credit is now allowed permitting accumulation up to 
$60,000 without penalty. Even if more than $60,000 is accumulated, 
there will be no penalty as to current earnings retained for a good 
reason. Under the old law, ali current earnings were penalized if 
any were held to be unreasonable. 

4. The burden of proof can now be shifted to the government. 
If a penalty tax is to be asserted, the government must first so 
notify the taxpayer. If the corporation files a timely statement of 
the grounds (supported by facts) justifying the accumulation as 
reasonable, the burden of disproving the grounds set forth in the 
statement is shifted to the government. If the government fails to 
give the preliminary notice, the entire burden of proof is shifted 
to the government. Special rules as to burden of proof apply in 
cases of jeopardy assessments. 





Depreciation 


More liberal depreciation is allowed under the provisions of 
Sec. 167, effective for taxable years ending after December 31, 
1953. Sec. 167 (b). 

No Old Rules Are Eliminated. The old “straight line” deprecia- 
tion method is retained and is made somewhat more certain in 
use by a provision allowing the Treasury and the taxpayer to 
agree as to the useful life and depreciation rate of assets, which 
neither party could upset without showing new facts justifying a 
change as to the future. Sec. 167(d). 

New Rules make possible faster depreciation write-offs. In ad- 
dition to the old “straight line” depreciation rule, the original user 
of new property having a useful life of three years or more (Sec. 
167 (c) )used in a trade or business or held for production of in- 
come (Sec. 167 (a)) shall be allowed a reasonable allowance for 
depreciation which can be computed under three other methods: 

(1) A declining balance method may be used under which 
the taxpayer starts with double the straight line depreciation 
and applies that rate each year against the cost less depreciation 
already taken up to that year. Sec. 167 (b) (2). Under this 
method not all the cost is written off during the useful life of 
the property, but the unrecovered cost is presumed to approxi- 
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mate the salvage value of asset. This may be avoided by 
switching to the straight line depreciation method, which the 
law normally permits the taxpayer to do at any time. Sec. 
167 (e). 

(2) The sum of the year’s digits method is available where 
the taxpayer, instead of taking a fixed percentage of a declining 
balance, uses a declining percentage of a fixed cost. Thus if any 
asset has a four year life, the actual digits representing the full 
useful life span are added up (4+3+2+1=10). Each year’s 
depreciation rate is then figured as a fraction consisting of the 
year’s digit divided by the sum of the digits. Hence the first 
year’s depreciation rate would be 4/10th of cost less estimated 
salvage value, the second year 3 /10ths, etc. Sec. 167 (b) (3). 

(3) Any other method of stepping up depreciation in the 
early years of an asset’s life is available so long as deductions 
during the first 24rds of the assets’s life don’t amount to more 
than they would be under method (1) above. Sec. 167 (b) (4). 
The new rules do not apply to old property, but only to new 

property acquired after 1953 not used before by taxpayer or any- 

one else and to property constructed or reconstructed by or for the 
taxpayer where the work was finished after 1953 but only as to 

that part of the cost attributable to work after 1953. 


Cer) 


Important changes regarding partnerships and estate and gift 
taxes will be discussed in a subsequent issue. 
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FUNDAMENTAL ANATOMY 


FOR ATTORNEYS 


is being repeated by the Graduate School of the 
College of Osteopathic Physicians and Surgeons 
Tuesday, November 23 — Tuition: $45.00 


Call or write: CApitol 4104 
Richard R. Stuart, Ph.D. 


Acting Dean, Graduate School Executive, Department of Anatomy 
1721 Griffin Avenue, Los Angeles 31, Calif. 














Los ANGELES Bar BULLETIN 


STATEMENT OF THE OWNERSHIP, MANAGEMENT, AND 
CIRCULATION REQUIRED BY THE ACT OF CONGRESS 
OF AUGUST 24, 1912, AS AMENDED BY THE ACTS OF 
MARCH 3, 1933, AND JULY 2, 1946 (Title 39, United States 
Code, Section 233) SHOWING THE OWNERSHIP, MANAGE. 
MENT, AND CIRCULATION OF 


Los AncEeL_es Bar Butvetin, published monthly at Los Angeles, California, for 
October 1, 1954. 


1. The names and addresses of the publisher, editor, managing editor, and business 
managers are: 


Publisher—Los Angeles Bar Association, 510 S. Spring St., Los Angeles 13, Calif. 
Editor—Bennett W. Priest, 433 S. Spring St., Los Angeles 13, Calif. 

Managing Editor—None. 

Business Manager—Robert M. Parker, 241 E. Fourth St., Los Angeles 13, Calif. 


2. The owner is: (If owned by a corporation, its name and address must be stated 
and also immediately thereunder the names and addresses of stockholders owning or 
holding 1 per cent or more of total amount of stock. If not owned by a corporation, 
the names and addresses of the individual owners must be given. If owned by a part- 
nership or other unincorporated firm, its name and address, as well as that of each 
individual member, must be given.) Harold A. Black, President, 727 W. Seventh St., 
Los Angeles 17, Calif.; Augustus F. Mack, Jr., Secretary, 900 Wilshire Boulevard, 
Los Angeles 17, Calif.; Frank C. Weller, Treasurer, 111 W. Seventh St., Los Angeles 
14, Calif.; Los Angeles Bar Association, Publisher, 510 S. Spring St., Los Angeles 13, 
Calif. 


3. The known bondholders, mortgagees, and other security holders owning or 
holding 1 per cent or more of total amount of bonds, mortgages, or other securities 
are: (If there are none, so state.) NONE. 


4. Paragraphs 2 and 3 include, in cases where the stockholders or security holder 
appears upon the books of the company as trustee or in any other fiduciary relation, 
the name of the person or corporation for whom such trustee is acting; also the state- 
ments in the two paragraphs show the affiant’s full knowledge and belief as to the 
circumstances and conditions under which stockholders and security holders who do 
not appear upon the books of the company as trustees, hold stock and securities in a 
capacity other than that of a bona fide owner. 


5. The average number of copies of each issue of this publication sold or distrib- 

uted, through the mails or otherwise, to paid subscribers during the 12 months preced- 

ing the date shown above was: (This information is required from daily, weekly, semi- 

weekly, and triweekly newspapers only.) 

Rosert M. Parker, 
Business Manager. 


Sworn to and subscribed before me this 30th day of September, 1954. 
[Seal] MARGUERITE F. Cripps, 
Notary Public in and for the County of 
My commission expires January 3, 1956. Los Angeles, State of California. 








